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PAKISTAN: KEY ECONCMIC INDICATORS 
Pakistan Fiscal Year (PFY) July 1-June 30 


PFY 1989 PFY 1990 
Actual Actual 
Domestic Economy 


Population (millions) 108.7 112.0 115.5 

Gross National Product (current Rs mil) 797,750 894,714 1,048,872 

Gross Domestic Product (current Rs mil) 769,745 862,452 1,016, 728 

Gross Domestic Product (current $ mil) 40,091 40,491 45,390 

GNP Per Capita (current $) 370 379 389 
Annual Real Growth Rates 

Gross National Product 4.3% 5.2% 5.8% 

Gross Domestic Product 4.9% 5.3% 6.5% 

Employment and Prices 

Labor Force (1,000s) 31,332 32,304 33,306 

Unemployment (official rate) 3.1% 3.1% 3.1% 

Consumer Price Index (% change) 10.4% 6.0% 12.6% 

Public Finance (Rs. billions) 

Revenue 144.3 159.8 157.2 -1.6% 
Expenditures 201.2 217.7 246.7 13.3% 
--Cur rent 153.1 164.0 183.7 12.0% 
--Development 48.1 53.7 63.0 17.3% 
Overall Deficit -56.9 -57.9 -89.5 54.6% 
Deficit as % of GDP 7.4% 6.7% 8. 8% -- 
Balance of Payments ($ mil) 

Trade Balance -2,573 -2,485 -2,476 0.3% 
--Exports (FOB) 4,634 4,926 5,849 18.7% 
--Imports (FOB) 7,207 7,411 8,325 12.3% 
Invisibles (Net) 639 594 363 -38.9% 
--Of which: Remittances 1,897 1,942 1,848 -4.8% 
Current Account Balance -1,934 -1,891 -2,113 -11.7% 
Gross Aid Disbursements 2,472 2,013 2,044 1.5% 
Basic Balance 18 -220 -405 -84.1% 
Foreign Exchange Reserves (year end) 453 604 492 -18.5% 
--(In weeks of imports) 3.3 4.2 3.1 _ 
Foreign Civilim Debt* 14,190 15,965 16,573 3.8% 
Debt Service as % of Current Receipts# 30.5% 29.0% 27.7% -- 
Exchange Rate (year avg., Rs per $) 19.2 21.3 22.4 5.2% 
U.S.-Pakistan Econamic Relations ($ mil) 

U.S. Exports to Pakistan 1,111.0 962.3 915.0 -4.9% 
U.S. Imports fram Pakistan 538.0 661.2 664.9 0.6% 
U.S. Share of Pakistan's Exports 11.6% 13.2% 10. 8% 

U.S. Share of Pakistan's Imports 15.7% 13.8% 11.8 

U.S. Bilateral Aid to Pakistan (USFY) 575.9 584.9 209.6 -64.2% 
--Econanic (includes PL-480)@ 345.0 355.0 209.6 -41.0% 
--Militaryé 230.9 229.9 0.0 -- 
U.S. Investment in Pakistan ($ mil) 225.0 250.0 300.0 11.1% 


U Paki : wheat, soybean oil, fertilizers, transport equipment, 
steel products, industrial machinery, and energy equipment. 
Principal U.S. Imports from Pakistan: textiles and apparel, leather goods, carpets, frozen 
seafood, surgical instruments, and sporting goods. 


SOURCES: Federal Bureau of Statistics; State Bank of Pakistan; Econamic Advisor's Wing. 

* Excludes short-term borrowing, private supplier credits, and IMF repurchases. 

# Incudes income from merchandise exports, services, investments, and private transfers. 

@ All U.S. military aid and all new civilian assistance was halted on October 1, 1990 
when the President did not make the certification require by law on Pakistan's nuclear 
weapons program. Existing USAID projects continue to receive previously-cammitted funds. 





SUMMARY 


Pakistan's econany sustained an impressive rate of growth during the 1980s, 
averaging 6.2 percent per year in real terms, but rapid growth exacerbated 
structural flaws in the econamy that caused the federal budget and the country's 
current account to slide deeply into deficit by decade's end. With IMF help, 
the government is attempting to restore fiscal balance through a mltiyear 
structural adjustment program designed to increase revenues, control spending 
and stabilize monetary growth. In addition, it is privatizing public sector 
industrial units, financial institutions, and utilities; eliminating state 
monopolies in banking, insurance, shipping, telecommunications, airlines, and 
power generation; and liberalizing investment and foreign exchange regulations. 
Despite these efforts, however, the fiscal deficit plunged even further into the 
red during Pakistan Fiscal Year (PFY) 1991, and more stringent measures have 
been adopted to significantly reduce the deficit by the end of PFY 1992. 


The economy continued to grow at a healthy pace in PFY 1991, with GDP expanding 
5.6 percent in real terms. Agriculture, which accounts for almost a quarter of 
GDP and employs more than half the work force, grew 5.1 percent. Wheat, cotton 
and rice are the major crops, accounting for about 70 percent of annual crop 
output. Ad7justments in producer prices contributed to major production gains 
for wheat and cotton in PFY 1991, but supplementary imports and a massive 
drawdown of government stocks was necessary to fully meet wheat demand. Further 
rationalization of prices and subsidies is necessary to reduce agricultural 
distortions and disincentives. Manufacturing output increased 5.7 percent in 
real terms in PFY 1991. Major industries are textiles and apparel, cement, 
fertilizer, edible oil, sugar, steel, machinery, and food processing. Public 
sector industries, which produce about 40 percent of total industrial output, 
are the target of a major privatization campaign launched in PFY 1991. By March 
1992, 20 out of 115 industrial units had been auctioned off to private investors. 


Rupee devaluation and strong demand for Pakistan's cotton-based textiles and 
apparel in foreign markets helped boost exports 19 percent in PFY 1991. But a 
12 percent increase in imports (largely reflecting Gulf Crisis-induced price 
hikes for petroleum products) and a decline in remittances from Pakistani 
workers abroad pushed the current account deficit to a record $2.1 billion. The 
deficit appears likely to worsen further in PFY 1992. Trade statistics for the 
first half of the fiscal year (July-December 1991) indicate export growth is 
Slowing while imports (espcially capital goods) are accelerating. A further 
significant decline in workers remittances is likely. 


The United States was one of Pakistan's principal import suppliers in PFY 1991, 
with nearly 12 percent of the market. Principal U.S. exports to Pakistan were 
wheat, soybean oil, inedible tallow, fertilizers, transportation equipment, 
scrap steel, light fuel oils, oil field and power generation equipment, 
polyvinyl chloride, printing machinery, polypropylene, and chemical wood pulp. 
The government liberalized imports by reducing the number of items on the 
restricted and prohibited lists and by eliminating import licenses for most 
products imported by the private sector. More than 50 U.S. firms have direct 
investments in Pakistan, with a total value estimated at $300 million or more. 
Investment reforms have eliminated government sanction requirements, eased 
restrictions on repatriable direct and portfolio investment from abroad, enabled 
foreign firms to issue shares in Pakistan, and authorized foreign banks to 
underwrite securities on the same basis as Pakistani banks. 





Background: Pakistan is a relatively poor country, with annual per capita 
income of less than $400 and adult literacy of about 24 percent. It has the 
resources and entrepreneurial skill, however, to support rapid econamic growth. 
In fact, real growth of GDP averaged 6.2 percent per year during the 1980s, with 
moderate inflation. In Pakistan Fiscal Year (PFY) 1991, real GDP increased 5.6 
percent. But econanic growth and development have been unevenly distributed. 
The relatively prosperous industrialized regions around Karachi and Lahore and 
the rich farming areas of the Punjab contrast with the poverty of interior 
Sindh, semiarid Balochistan, and the mountainous Northwest Frontier Province. 


The rapid econanic growth of the 1980s exacerbated serious structural flaws in 
Pakistan's econany, including chronic losses by state-owned industries; an 
inefficient, debt-ridden nationalized banking system; widespread evasion and 
corruption in the tax system; administrative and financial barriers to trade and 
investment; and a host of inefficiencies created by bureaucratic interference in 
econanic decision-making. As a result, Pakistan's budget and current account 
deficits reached unsustainable levels by the decade's end. In PFY 1989, the 
government launched a three-year IMF-sponsored structural adjustment program to 
reduce the deficits to manageable levels. Despite some progress, the PFY 1991 
fiscal deficit rose to 8.8 percent of GDP, well above the 5.5 percent target. 


Economic Reform: In PFY 1991, the newly elected government of Prime Minister 
Nawaz Sharif launched an ambitious program of privatization, deregulation, and 


econamic reform aimed at reducing the structural impediments to sound econamic 
development. Top priority was given to denationalizing same 115 public 
industrial enterprises, abolishing the government's monopoly in the financial 
sector, and selling key utilities to private interests. Despite resistance from 
bureaucrats and labor unions and criticism that the government is moving too 
fast, by March 1992 control of 20 industrial units and two major banks had been 
sold to private managers, 10 new private canmercial banks had been established, 
and plans were under way to begin denationalizing the Pakistan 
Telecammunications Corporation (PIC), the Water and Power Development Authority 
(WAPDA) and the Sui Gas Distribution Company. State monopolies in insurance, 
telecammunications, shipping, port operations, airlines, power generation, and 
road construction are also being dismantled. 


To attract more private capital fram abroad, the government has liberalized 
regulations governing foreign investment and foreign exchange. Government 
sanctions for new investments are no longer required except for investments in 
restricted industries on the "specified list" (see page 8) and those involving 
special government incentives or concessions. Exchange control reforms make it 
possible for nonresident foreigners and Pakistanis to invest in the shares of 
companies in Pakistan on a fully repatriable basis. Foreign repatriation of 
profits and capital is now possible without prior approval from the central 
bank. In addition, foreign owned firms in Pakistan may now freely issue equity 
shares and have better access to local currency credit facilities. Foreign 
banks can compete on an equal basis with Pakistani banks in underwriting equity 
securities in Pakistan. And Pakistan residents can open foreign currency bank 
accounts and more easily purchase foreign exchange for travel, education, etc. 


Fi Prices: Lax expenditure controls and a low, inelastic 
tax base are largely responsible for the serious budget deficits which emerged 
in the late 1980s. Current expenditures (debt service, defense, administration) 





= 5- 


now consume over 70 percent of the budget; development needs (education, health, 
energy and rural development) receive the remainder. In PFY 1991, defense 
spending amounted to 43 percent of current expenditures; debt service took 
another 32 percent. Tax revenues have not kept pace with expenditure grmth due 
to the inflexible tax structure, widespread evasion, corruption among tax 
officials, overreliance on foreign trade taxes, and a tax exemption for 
agricultural income, which constitutes over 20 percent of GDP. 


IMF-supported structural adjustment measures implemented in PFY 1989 and 1990 
improved the fiscal situation samewhat, but an unexpected revenue shortfall in 
PFY 1991 (caused in part by transitional problems created by reform) plunged the 
deficit even further into the red. In addition, the government borrowed heavily 
from the State Bank of Pakistan (the central bank) to cover that part of the 
budget gap not financed by foreign assistance or domestic public debt, prompting 
an inflationary expansion of the money supply. A new agreement with the IMF for 
PFY 1992 commits the government to a substantial reduction in the budget deficit 
through new tax measures and stricter expenditure controls. The government was 
moderately successful during the first half of the fiscal year (July-December 
1991) in meeting revenue and expenditure targets, but further efforts to reduce 
expenditures and expand tax revenues will be necessary to achieve and maintain a 
manageable fiscal balance over the long term. 


Rapid expansion of the money supply, coupled with the impact of the Gulf War on 
domestic energy prices, pushed the Consumer Price Index (CPI) up 13 percent 
during PFY 1991 (12-month average). The CPI growth rate fell to 8 percent at 


the end of December 1991, but a resumption of heavy government borrowing fran 
the central bank in the second quarter promises to push the inflation rate back 
up to double-digit levels by the end of the fiscal year on June 30, 1992. 


Agriculture: Agriculture employs more than 50 percent of the work force, absorbs 
about 30 percent of total investment, and ears (directly or indirectly) almost 
70 percent of export revenues. Agricultural output increased 5.1 percent in real 
terms in PFY 1991. Wheat, cotton, and rice account for almost 70 percent of 
crop output value; other crops include sugarcane, fruits, vegetables, and 

grains. Pakistan is self-sufficient in the production of rice and some minor 
food crops, and exports cotton, rice, seafood, fruits and vegetables, and other 
products. Major imports include wheat, vegetable oil, tallow, sugar, milk 
powder, and tea. 


Self-sufficiency in the production of wheat--the staple food for most of the 
population--is an oft-stated goal, but government pricing policies have tended 
to favor consumers over producers, reducing incentives to farmers. Increases in 
wheat producer prices over the last two fiscal years have not significantly 
increased production, which grew only 2 percent in PFY 1991. Imports of 970,000 
metric tons (most fram the United States) and a massive drawdown of domestic 
stocks were necessary to meet demand. Wheat imports of up to 2 million metric 
tons are projected for PFY 1992. Cotton production--which supports the 
textiles/apparel industry, Pakistan's largest--increased 12.5 percent in 
response to improved profit margins for farmers. With most of the production 
gains from "Green Revolution” technologies already realized, rationalization of 
prices and elimination of subsidies is essential to remove disincentives which 
distort or depress output. Recent agricultural incentives, however, have raised, 
rather than cut, subsidies for imported fertilizers and farm production loans. 


Industry: Pakistan has a fairly broad industrial base. Major industries are 
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textiles and apparel, cement, fertilizer, edible oil, sugar, steel, machinery 
and food processing. Manufacturing output increased 5.7 percent in real terms 
in PFY 1991. Output of large-scale industries, which account for about 70 
percent of total manufacturing value added, increased 4.7 percent, while 
small-scale output was up 8.4 percent. The public sector, which includes firms 
nationalized in the 1970s, produced about 40 percent of the manufacturing value 
added in PFY 1991 while absorbing about 48 percent of gross fixed investment. 
The total value of public sector industrial output in PFY 1991 was Rs 36 billion 
(in constant PFY 1988 prices), but pre-tax profits totaled only Rs 1.3 billion, 
reflecting the inefficiencies and overstaffing prevalent in these enterprises. 


To improve the efficiency and competitiveness of public sector firms, and end 
federal subsidization of their losses, the government launched its privatization 
program in PFY 1991. Majority control in nearly all public sector industrial 
enterprises is being auctioned off to private investors. Remaining shares held 
by the state will be sold to the public. Auctions are open to foreign and 
domestic investors. As of March 1992, 20 units had been transfered to private 
control, and the sale of another 12 was being negotiated. Plans call for the 
remaining 83 units to be sold before the end of PFY 1993. Investment incentives 
(including tax holidays, duty exemptions, and other incentives) are being 
offered for private investment in less developed regions of the country. 


Energy: Domestic energy demand is expanding by more than 10 percent per year, 
outstripping supply. Industrial producers face chronic energy shortages; the 
annual amount of value-added in the econamy lost due to periodic power outages 
(load shedding) is estimated at $500 million. Oil, about two-thirds of it 
imported, meets about 40 percent of Pakistan's total energy needs, with the rest 
supplied by natural gas, hydroelectricity, coal, LPG and nuclear power. Foreign 
oil companies (including U.S. firms) participate in oil and gas exploration and 
production. A new petroleum policy pranises to improve investment conditions in 
the oil and gas sector by rationalizing oil and gas prices and other measures. 
The government encourages private investment in power generation facilities. 


Balance of Payments and Trade: Pakistan's current account deficit grew to $2.1 
billion in PFY 1991, up 12 percent over the previous fiscal year. The trade 
deficit fell slightly, to $2.48 billion. Exports expanded 19 percent (in dollar 
terms), buoyed by strong sales of textiles/apparel and rice and by a 12.5 
percent decline in the value of the rupee against the U.S. dollar. Imports 
increased 12 percent due to the sharp increase in petroleum prices caused by the 
Gulf War and higher demand for capital goods. But invisibles income fell 39 
percent to $363 million, including a $100 million (5 percent) fall in 
remittances from overseas workers. The drop in workers remittances was 
consistent with a gradual declining trend evident since the early 1980s. But 
this trend may be accelerated by the loss of nearly 80,000 Pakistani jobs in 
Kuwait and Irag in PFY 1991. Only about a quarter of these jobs had been 
regained a year after the end of the Gulf War, most at much lower salaries. 


A further increase in the size of the current account deficit appears likely in 
PFY 1992. Custans-based trade statistics for the first half of the fiscal year 
(July-December 1991) indicate export growth was 12 percent (campared with the 
same period a year earlier), while import growth picked up 18 percent. Slower 
export growth reflected softer demand for Pakistan's textiles/apparel in major 
markets. Import growth was led by sharply higher demand for capital goods. 





ICATI 


: Although the U.S. share of Pakistan's import market has 
declined in recent years due to rupee devaluation and other factors, certain 
U.S. export categories continue to offer good export opportunities. Principal 
U.S. exports to Pakistan in PFY 1991 were: agricultural products (especially 
wheat, soybean oil and tallow), fertilizers, transportation equipment, scrap 
steel, light fuel oils, oil field and power generation equipment, polyvinyl 
chloride, printing machinery, polypropylene, and chemical wood pulp. Successful 
American exporters compete in this expanding market by taking an aggressive 
approach to trade inquiries, by making frequent visits, and by supporting their 
local agents and distributors with marketing assistance and technical back-up. 


Liberalization of Pakistan's import regime continued during PFY 1991. Fourteen 
more items were removed fram the government's negative list (import prohibited); 
the remaining 100 or so items on the list are barred for religious, national 
security, luxury consumption, or protectionist reasons. The restricted list 
(permission required) was reduced from 25 to 14 items. Import licenses were 
eliminated for all products not on the negative or restricted lists, except 
certain (primarily textile) machinery, foreign aid imports, same public sector 
imports, and products from India. A 6 percent ad valorem license fee, however, 
remains in effect for all imports. The government also abolished limits on 
technical assistance fees and royalty payments for transferred technology. 


Good opportunities exist for increased sales in the following fields: 


electric power generation - mining machinery 

computers and related equipment industrial chemicals 

food processing and packaging equipment medical equipment 

telecomminications equipment oil and gas field machinery 
scientific instruments transport equipment 

security and safety equipment pumps, valves and compressors 
metalworking machinery/machine tools iron and steel products 

plastic production machinery electronic components/equipment 
Imports from Pakistan: The United States is an important export market for 
Pakistan. U.S. importers find Pakistani textiles, apparel, surgical 
instruments, sporting goods, leather products, carpets and rugs, and seafood 
products particularly attractive. Exports of Pakistani textiles and apparel to 
the United States are governed by a bilateral agreement and are subject to quota 
restrictions. In PFY 1991, Pakistan's export trade was opened to foreign firms. 
Foreign Investment: More than 50 American firms have direct investments in 
Pakistan, with a total value estimated at $300 million or more. Pakistai law 
provides foreign investors rights regarding repatriation of funds, security 
against expropriation, and national treatment with respect to the import and 
export of goods. In recent years, successive governments have made efforts to 
improve Pakistan's investment climate by cutting red tape and offering 
incentives to both labor-intensive and capital-intensive projects which bring in 
suitable technclogy, managerial skills, and marketing expertise. The investment 
liberalizations enacted in PFY 1991 (see page 4) have been followed up with 
international seminars and advertising, underscoring the current leadership's 
canmmitment to attracting foreign capital. Unfortunately, this pro-investment 
attitude is not always fully reflected in bureaucratic actions and procedures. 
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Tax and other incentives are available for investments in key industries, 
including bio-technology, electronics, fertilizer, fiber optics, solar energy, 
engineering goods, cement manufacturing, dairy production, and mining. Other 
priority sectors include food processing; chemical dyes, pigments and solvents; 
insecticides and pesticides; autamotive parts and engines; steel, aluminun, 
copper and zinc alloy manufactures; hydraulic presses and pumps; injection 
moulding and die-casting equipment; oil exploration rigs; textile spinning and 
weaving machinery; paper and pulp production equipment; and electro-medical 
equipment and computers. An export processing zone, offering tax incentives to 
investors, has been set up in Karachi to attract foreign investment in 
export-oriented industries. There is no restriction on the share of foreign 
equity ownership in investment projects. 


Industries on the "specified list” where investment is restricted include: arms 
and ammunition; security printing, currency and mint; high explosives; alcohol 
and beverages made from imported concentrates; autamobiles, tractors, and farm 
machinery; and radioactive substances. In addition, foreigners may not invest 
in agricultural land, forestry, irrigation, real estate (land, housing, or 
cammercial property), insurance, and health facilities. 


Despite worthwhile reforms in investment policy, foreign investors continue to 
face significant barriers. These include weak econamic infrastructure (e.g., 
frequent power shortages and inadequate transportation facilities), high 
effective corporate tax rates, and bureaucratic delays. A bilateral treaty of 
friendship and commerce ensures national treatment of U.S. businessmen in many 
areas. A bilateral tax treaty, to take the place of an earlier, out-dated tax 


agreement, is under negotiation. Talks are under way on a bilateral investment 
treaty. 


USAID Projects: Since 1982, the U.S. Agency for International Development 
(USAID) has obligated $2.1 billion in econamic assistance to Pakistan. On 
October 1, 1990, however, all U.S. military aid and all new funding for USAID 
assistance were halted when the President did not make the certification 
required by law on Pakistan's nuclear program. Pemding resolution of this 
issue, economic aid obligated prior to October 1, 1990 continues to fund 
on-going USAID projects. These projects provide opportunities for the sale of 
American goods and services. USAID projects are concentrated in the energy 
(including private sector power plants), agriculture,and social services 
sectors, reflecting. the Government of Pakistan's development priorities. 


Assistance Available From the U.S. Government: The U.S. Department of Commerce 
desk officer for Pakistan (202-377-2954) or any of the 67 U.S. district offices 
of the Commerce Department can assist exporters and investors interested in 
opportunities in Pakistan. These offices can also provide information on the 
U.S. Export-Import Bank, Foreign Credit Insurance Association, and other U.S. 
Government programs to assist exporters. 


The full range of services are provided at the Embassy in Islamabad, located in 
the Diplomatic Enclave, Ramna 6, (Telephone 826161); at the Consulate General in 
Karachi (Pakistan's commercial and financial center), 8 Abdullah Haroon Road, 
(Telephone 515081); and at the Consulate General in Lahore at 50 Zafar Ali Road, 
Gulberg V, (Telephone 870221). The Consulate in Peshawar at 11 Hospital Road 
(Telephone 79801) also welcomes business visitors and can provide them with a 
limited number of services. The workweek in Pakistan is Sunday-Thursday; all 
government offices and most businesses are closed on Friday. 


*U.S. Government Printing Office : 1992 - 311-913/40041 





